AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

Office of the Secretary of Defense

CFR part 32. Although it should occur
infrequently, if a nonprofit GOCO or
FFRDC is a participant, you must
specify appropriate standards that con-
form as much as practicable with re-
quirements in that participant’s other
Federal awards.

§37.625 What cost principles or stand-
ards do I require for for-profit par-
ticipants?

(a) So as not to require any firm to
needlessly change its cost-accounting
system, your expenditure-based TIAs
are to apply the Government cost prin-
ciples in 48 CFR parts 31 and 231 to for-
profit participants that currently per-
form under expenditure-based Federal
procurement contracts or assistance
awards (other than TI1As) and therefore
have existing systems for identifying
allowable costs under those principles.
If there are programmatic or business
reasons to do otherwise, you may grant
an exception from this requirement
and use alternative standards as long
as the alternative satisfies the condi-
tions described in paragraph (b) of this
section; if you do so, you must docu-
ment the reasons in your award file.

(b) For other for-profit participants,
you may establish alternative stand-
ards in the agreement as long as that
alternative provides, as a minimum,
that Federal funds and funds counted
as recipients’ cost sharing will be used
only for costs that:

(1) A reasonable and prudent person
would incur in carrying out the re-
search project contemplated by the
agreement. Generally, elements of cost
that appropriately are charged are
those identified with research and de-
velopment activities under the Gen-
erally Accepted Accounting Principles
(see Statement of Financial Account-
ing Standards Number 2, “Accounting
for Research and Development Costs,”
October 19741). Moreover, costs must be
allocated to DoD and other projects in
accordance with the relative benefits
the projects receive. Costs charged to
DoD projects must be given consistent

1Copies may be obtained from the Finan-
cial Accounting Standards Board (FASB), 401
Merritt 7, P.O. Box 5116, Norwalk, CT 06856—
5116. Information about ordering also may be
found at the Internet site http://www.fasb.org
or by telephoning the FASB at (800) 748-0659.
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treatment with costs allocated to the
participants’ other research and devel-
opment activities (e.g., activities sup-
ported by the participants themselves
or by non-Federal sponsors).

(2) Are consistent with the purposes
stated in the governing Congressional
authorizations and appropriations. You
are responsible for ensuring that provi-
sions in the award document address
any requirements that result from au-
thorizations and appropriations.

§37.630 Must I require a for-profit
firm to use Federally approved in-
direct cost rates?

In accordance with the general policy
in §37.605, you must require a for-profit
participant that has Federally ap-
proved indirect cost rates for its Fed-
eral procurement contracts to use
those rates to accumulate and report
costs under an expenditure-based TIA.
This includes both provisional and
final rates that are approved up until
the time that the TIA is closed out.
You may grant an exception from this
requirement if there are programmatic
or business reasons to do otherwise
(e.g., the participant offers you a lower
rate). If you grant an exception, the
participant must accumulate and re-
port the costs using an accounting sys-
tem and practices that it uses for other
customers (e.g., its commercial cus-
tomers). Also, you must document the
reason for the exception in your award
file.

§37.635 What cost principles do I re-
quire a nonprofit participant to
use?

So as not to force financial system
changes for any nonprofit participant,
your expenditure-based TIA will pro-
vide that costs to be charged to the re-
search project by any nonprofit partici-
pant must be determined to be allow-
able in accordance with:

(a) OMB Circular A-87,2 if the partici-
pant is a State or local governmental
organization.

2Electronic copies may be obtained at
Internet site http://www.whitehouse.gov/OMB.
For paper copies, contact the Office of Man-
agement and Budget, EOP Publications, 725
17th St. NW., New Executive Office Building,
Washington, DC 20503.
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(b) OMB Circular A-21,3 if the partici-
pant is an institution of higher edu-
cation.

(c) 45 CFR part 74, appendix E, if the
participant is a hospital.

(d) OMB Circular A-122, if the partici-
pant is any other type of nonprofit or-
ganization (the cost principles in 48
CFR parts 31 and 231 are to be used by
any nonprofit organization that is
identified in Circular A-122 as being
subject to those cost principles).

§37.640 Must I include a provision for
audits of for-profit participants?

If your TIA is an expenditure-based
award, you must include in it an audit
provision that addresses, for each for-
profit participant:

(a) Whether the for-profit participant
must have periodic audits, in addition
to any award-specific audits, as de-
scribed in §37.645. Note that the DCAA
or the Office of the Inspector General,
DoD (OIG, DoD), can provide advice on
the types and scope of audits that may
be needed in various circumstances.

(b) Whether the DCAA or an inde-
pendent public accountant (IPA) will
perform required audits, as discussed in
§37.650.

(c) How frequently any periodic au-
dits are to be performed, addressed in
§37.655.

(d) Other matters described in
§37.660, such as audit coverage, allow-
ability of audit costs, auditing stand-
ards, and remedies for noncompliance.

§37.645 Must I require periodic audits,
as well as award-specific audits, of
for-profit participants?

You need to consider requirements
for both periodic audits and award-spe-
cific audits (as defined in §37.1325 and
§37.1235, respectively). The way that
your expenditure-based TIA addresses
the two types of audits will vary, de-
pending upon the type of for-profit par-
ticipant.

(a) For for-profit participants that
are audited by the DCAA or other Fed-
eral auditors, as described in §§37.650(b)
and 37.655, you need not add specific re-
quirements for periodic audits because
the Federal audits should be sufficient
to address whatever may be needed.

3See footnote 2 to §37.635(a).
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Your inclusion in the TIA of the stand-
ard access-to-records provision for
those for-profit participants, as dis-
cussed in §37.915(a), gives the necessary
access in the event that you or admin-
istrative agreements officers later need
to request audits to address award-spe-
cific issues that arise.

(b) For each other for-profit partici-
pant, you:

(1) Should require that the partici-
pant have an independent auditor (i.e.,
the DCAA or an independent public ac-
countant) conduct periodic audits of its
systems if it expends $500,000 or more
per year in TIAs and other Federal as-
sistance awards. A prime reason for in-
cluding this requirement is that the
Federal Government, for an expendi-
ture-based award, necessarily relies on
amounts reported by the participant’s
systems when it sets payment amounts
or adjusts performance outcomes. The
periodic audit provides some assurance
that the reported amounts are reliable.

(2) Must ensure that the award pro-
vides an independent auditor the access
needed for award-specific audits, to be
performed at the request of the cog-
nizant administrative agreements offi-
cer if issues arise that require audit
support. However, consistent with the
government-wide policies on single au-
dits that apply to nonprofit partici-
pants (see §37.665), you should rely on
periodic audits to the maximum extent
possible to resolve any award-specific
issues.

§37.650 Who must I identify as the
auditor for a for-profit participant?

The auditor that you will identify in
the expenditure-based TIA to perform
periodic and award-specific audits of a
for-profit participant depends on the
circumstances, as follows:

(a) You may provide that an IPA will
be the auditor for a for-profit partici-
pant that does not meet the criteria in
paragraph (b) of this section, but only
if the participant will not agree to give
the DCAA access to the necessary
books and records for audit purposes.
Note that the allocable portion of the
costs of the IPA’s audit may be reim-
bursable under the TIA, as described in
§37.660(b). The IPA should be the one
that the participant uses to perform
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